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THE IMPACT OF INTERNAL VS. EXTERNAL CSR ACTIONS ON 
FIRM’S FINANCIAL PERFORMANCE IN THE LUXURY SECTOR 
 
Introduction  
The present study aims to investigate the financial impact of corporate socially responsible 
practices in the luxury industry, by analysing the distinct effects of internal and external CSR 
actions on firms’ financial performance (FP). In current times, sustainability has become a matter 
that luxury firms can no longer ignore (Winston, 2016). Millennials and Generation Z, who 
represent the current market definers, look for sustainability sensitive brands (Deloitte, 2020). 
Being aware of the need to implement sustainable practices to maintain competitive advantage, 
in recent years luxury brands have increasingly turned their attention to corporate social 
responsibility (CSR) actions. The past endurance shown by luxury companies to engage in CSR 
practices is consistent with the debate about whether CSR commitment could be beneficial for 
such brands. In this regard, prior research has highlighted that the conflicting consumption 
values underlying CSR and luxury (i.e., self-enhancement vs. self-transcendence) may lead to 
brand dilution (Torelli, Monga and Kaikati, 2012), thus suggesting that consumers’ perceptions 
and beliefs have to be carefully managed when engaging in CSR activities (Davies, Lee and 
Ahonkhai, 2012; Kapferer and Michaut-Denizeau, 2014; Janssen, Vanhamme and Leblanc, 
2017; Costa Pinto et al., 2019). Nonetheless, burgeoning evidence of the great potential of 
alignment between the universe of luxury products and sustainable development has emerged as 
well (Janssen et al., 2014; Sipilä et al., 2021). In this vein, CSR actions able to mitigate the 
threats deriving from CSR engagement and to provide benefits for luxury companies have been 
suggested. For instance, Amatulli et al. (2018) have supported that the firm's focus on actions 
turned toward CSR's legal and philanthropic dimensions can increase consumers' willingness to 
buy due to their signalling-orientation in line with the luxury concept. An opposing view is 
proposed, instead, by Sipilä et al. (2021), who suggest that, compared to company-external CSR, 
luxury companies' internal CSR engagement (i.e., activities related to the company's business 
processes, such as policies oriented to the well-being of employees) lowers consumers' extrinsic 
CSR attributions and subsequently increases loyalty intentions.  
By answering to the call for further investigation on the financial impact of CSR within the 
luxury context (Kunz, May and Schmidt, 2020), we leverage on the distinction between internal 
and external CSR dimensions drawn upon stakeholder theory and consistent with the 
 
 
abovementioned prior research, to address the following question: what is the impact of internal 
and external CSR actions on luxury firms’ financial performance?  
The analysis is conducted on a sample of 42 luxury companies based on data from Thomson 
Reuters ASSET4.  
Our findings contribute to the debate on CSR engagement in the luxury industry by providing 
empirical evidence of the distinct financial effect of CSR actions directed toward different 
categories of stakeholders. Furthermore, we expand existing literature in the CSR field which 
has traditionally focused on more environmentally sensitive industries (e.g., mining, oil & gas, 
food & beverage), while largely neglecting the luxury segment. Only more recently, research 
has started investigating possible relations between luxury and CSR activities (Kunz, May and 
Schmidt, 2020). However, paradoxically, by leveraging on their leading position, luxury brands 
have the power to act as industry models and influence societal trends on a broad scale, thus 
playing a crucial role in promoting production and consumption patterns sustainability-oriented 
(Joy et al., 2012). Additionally, recent literature has highlighted the need to study different 
industries and sectors separately, in that each industry faces unique challenges about its own 
internal and external environment (Endrikat, Guenther and Hoppe, 2014). Yet, while previous 
empirical research has mainly considered CSR activities in an aggregated measure, some authors 
have argued that the different dimensions of CSR affect the firm in different ways (Inoue and 
Lee, 2011). In this vein, the theoretically driven distinction between internal and external CSR 
actions has been suggested as a promising approach of analysis (Hawn and Ioannou, 2016). 
Results are valuable from a managerial perspective in that they provide managers with empirical 
evidence on the potentially harmful impact on firm’s FP of CSR actions perceived by the 
audience as a mere marketing-tool.  
Prior research and hypothesis development 
Corporate social responsibility and luxury brands  
Both the concepts of CSR and luxury lack a precise and unique definition. CSR has been defined 
as the company's commitment to profitability while acting as a good citizen (Freeman and 
Velamuri, 2006), thus "actions that appear to further some social good, beyond the firm's 
interests and that which is required by law" (Mcwilliams and Siegel, 2001, p. 117). One of the 
most prominent conceptualizations of CSR comes from the work by Carroll (1979), according 
to whom "social responsibility of business encompasses the economic, legal, ethical, and 
discretionary expectations that society has of organizations at a given point in time" (Carroll, 
 
 
1979, p. 500). Along the literature, two main conceptual characterisations of CSR have been 
framed over time, namely the residual and the integrated CSR approaches (Freeman et al., 2010). 
Whereas a residual CSR logic views strategic stakeholder management as an instrumental 
concern for stakeholders in order to improve financial performance, the integrated CSR approach 
is profoundly rooted in stakeholder theory since CSR is conceptualized as the “integration of 
social, ethical, and environmental concerns into the management criteria for corporate strategy” 
(Freeman et al., 2010, p. 259). This means that CSR is pursued together with core business goals 
and is embedded into the corporate decision-making processes in order to advance stakeholder 
interests that can benefit both strategy and financial performance (Fiandrino, Busso and Vrontis, 
2019). Many criticisms around traditional (i.e., residual) CSR conceptualisations have pushed 
toward more integrated CSR practices able to strive for innovation in a transformative and 
flexible manner, rather than seeking competitive advantage in a static way (Mosca and Civera, 
2017). 
Luxury, on the other side, has been highlighted as a relative concept, as what constitutes 'luxury' 
differs according to the consumers’ perceptions (Hauck and Stanforth, 2007). Nevertheless, there 
is consensus amongst scholars that luxury products evokes eliticism, hedonism, ostentation, self-
pleasure and non-necessity (e.g., De Barnier, Rodina and Valette-Florence, 2006; De Barnier, 
Falcy and Valette-Florence, 2012). The social underpinning of luxury and sustainable 
engagement are, therefore, traditionally anchored to opposite perspectives: whereas luxury is 
discriminatory and leads to a vertical stratification of society, sustainability is associated with 
the development of a sense of commonality and collectivism in front of environmental threats 
that concern everyone and with the notion of social equity and inclusion. This makes luxury 
brands engagement in CSR actions a difficult venture and a potential pitfall (Torelli, Monga and 
Kaikati, 2012; Janssen et al., 2014; Kapferer and Michaut-Denizeau, 2014; Amatulli et al., 
2018).  
Research on sustainable luxury has developed across three main research streams (see Kunz, 
May and Schmidt, 2020 for a systematic literature review). While several academics have 
focused on sustainable luxury products and brands issues related to their harm, supply chain, and 
communication, another part of the literature has dealt with stakeholders, by specifically 
investigating the effect of consumer characteristics on the purchase of sustainable luxury and the 
consumers’ perceived compatibility of luxury and sustainability. Finally, a range of studies have 
focused on the strategic level of CSR, thus analyzing the effect of CSR activities on consumer 
behavior, as well as discussing successful strategic approaches to incorporate sustainability into 
 
 
the firm’s business practices. Along this latter line of research, existing studies argue for a 
positive impact of CSR on financial performance (Thomas and James, 2012; Sharma and Mishra, 
2018). However, they only cover the hospitality industry. Further investigation is needed to 
determine “if, within this industry, with its particularities, a clear positive or even negative effect 
can be observed” (Kunz, May and Schmidt, 2020, p. 565). In filling this gap, the present study 
distinguishes between internal and external CSR actions, as illustrated in the following 
paragraph.  
Internal and external CSR actions   
Given the natural fit between the idea of CSR and the concept of ‘stakeholders’ (Carroll, 1991), 
drawing upon the stakeholder theory (e.g., Freeman, 2010), some prior studies have embraced a 
distinction between ‘internal’ and ‘external’ CSR dimensions (e.g., Tang, Hull and Rothenberg, 
2012; Schons and Steinmeier, 2016). In this regard, internal CSR is referred to as actions directed 
to stakeholders that lie within the firms' boundaries (i.e., employees, managers, owners), whereas 
external CSR as actions addressed to stakeholders that generally lie outside the organization (i.e., 
society, government, customers, suppliers, creditors, and shareholders). This distinction is 
theoretically consistent with the neo-institutional theory (Hawn and Ioannou, 2016), according 
to which firms can undertake two types of actions to gain legitimacy (e.g., King, Lenox and 
Terlaak, 2005): internally focused, in order to signal conformity with legitimized structures, and 
externally focused, aimed at defending public image in the eyes of external constituents through 
prosocial claims (e.g., McDonnel and King, 2013).  
Most of studies investigating the relationship CSR-FP have analysed CSR actions based on a 
comprehensive measure (e.g., Salehi, DashtBayaz, and Khorashadizadeh, 2018; Buallay et al., 
2020), or by distinguishing between the three ESG pillars (i.e., environmental, social, and 
governance factors) (e.g., Fatemi, Glaum and Kaiser, 2018). However, some authors support that 
the adoption of an approach based on the distinction between internal and external CSR actions 
is a valuable means to deconstruct CSR practices in order to separate two different components 
of the resource accumulation process leading the firm to generate value (Hawn and Ioannou, 
2016). 
More specifically, to formulate our hypothesis, we focused on workforce-oriented actions 
(Turker, 2009), thus actions addressed to internal stakeholders (including training and 
development, health and safety, workplace diversity, equal opportunities, work life balance), for 
the internal CSR dimension; and community-oriented actions, such as donations and charitable 
initiatives, thus actions intended to influence external stakeholders and achieve public 
 
 
endorsement, as what concerns the external one. This is consistent with the extension of Carroll's 
(1979) CSR framework provided by Amatulli et al. (2018), who categorise CSR initiatives 
pertaining to the economic and ethical dimensions as internal and those falling into the legal and 
philanthropic dimensions as external.  
Internal/external CSR actions and firm’s FP in the luxury sector 
Even though the social benefits associated with internal CSR actions are generally less visible 
to the public, such practices are indicative of a firm’s true commitment to social issues (Tang, 
Hull and Rothenberg, 2012) and suggested to be highly beneficial for firms (Chatzoglou et al., 
2017). More specifically, employee-focused policies positively contribute to organizational 
commitment (Brammer, Millington and Rayton, 2007), which is strongly related with levels of 
productivity, decrease in the absenteeism, and firm’s ability to attract and retain qualified staff 
(Meyer et al., 2002), thus leading to enhanced organizational performance (Ali et al., 2010). 
Smith (2005) argues that CSR activities in the form of equal employment opportunity policies 
and practices enhance long‐term shareholder value thanks to the reduction of costs and risks 
arising from the reduction of employee turnover that results from morale improvement. 
Additionally, the firm’s practices on such internal issues are considered by the public as a major 
indicator of whether the company is hypocritical in engaging CSR (Janney and Gove, 2011). In 
the luxury context, Sipilä et al. (2021) argue that employee-focused actions, being perceived as 
a core responsibility for companies in general (Schons, Scheidler and Bartels, 2017), are able to 
lower consumers' perception of firm’s CSR activities being extrinsically motivated (e.g., to 
increase profits), and increase consumers’ loyalty intentions. Based on these considerations, we 
propose the following hypothesis: 
Hp1: Luxury companies’ engagement in employee-related CSR actions is positively associated 
with firm’s FP. 
External CSR actions are more visible to the public and, thus, supposed to have a more direct 
impact on firms’ reputation (Basu and Palazzo, 2008). They play a critical role in achieving 
legitimacy and public endorsement as they convey and communicate to external audiences the 
firm’s CSR commitment. Particularly, corporate philanthropy engagement can function as a 
means to strategically raise brand image (Brammer and Millington, 2005), promote products, 
mitigate the risks of reputational losses, help the firm to secure the acquisition of critical 
resources controlled by stakeholders and reduce the risk of losing resources it already controls 
(Wang, Choi and Li, 2008), thus positively affecting firm’s financial performance (Wang and 
Qian, 2011). Some studies, however, have found little influence on FP (Berman, 1999) or a 
 
 
curvilinear relationship (Wang, Choi and Li, 2008). In the luxury sector, Amatulli et al. (2018) 
have supported, through field experiments, that the high public visibility of such CSR initiatives, 
being strongly consistent with luxury products’ status-signaling orientation, increase consumers’ 
willingness to purchase products. Thus, we formulate the following hypothesis:  
Hp2: Luxury companies’ engagement in community-related CSR actions (i.e., donations and 
charitable initiatives) is positively associated with firm’s FP. 
Methodology 
Sample and data collection 
To select firms pertaining to the luxury sector, we initially relied on the top 100 luxury 
companies in terms of revenues listed by Deloitte’s report on Global Power of Luxury Goods 
2020. However, due the lack of available CSR data on Thomson Reuters’s database for 65 
companies on the list, we integrated the dataset with other well-known luxury brands not 
included in Deloitte’s report due to either their product category (e.g., automobiles, travel and 
leisure services, boating and yachts) or their lower revenue. After removing companies with 
missing data, the final sample consisted of 42 luxury firms. Data on companies’ ESG 
commitment were extracted from Thomson Reuters (ASSET4), which provides scores related 
to a firm’s ESG performance based on corporate reported data. This dataset has already been 
validated by prior research (Cheng, Ioannou and Serafeim, 2014; Hawn and Ioannou, 2016; 
Fiandrino, Devalle and Cantino, 2019; Nirino, Miglietta and Salvi, 2019).  
For measuring employee-related CSR actions, we used the workforce score (WORKscore) 
provided by the database within the social pillar score, which measures a company’s 
effectiveness towards job satisfaction, healthy and safe workplace, maintaining diversity and 
equal opportunities, and development opportunities for its workforce. To measure external-
focused CSR actions, we employed another social score, namely the community involvement 
score (COMscore), which assesses the company’s commitment to improve its good corporate 
citizenship, such as involvement in the community through donations, volunteering, 
philanthropic activities, and community investments. Scores were collected for the fiscal year 
2018 in order to allow a one-year gap for the assessment of the impact on FP, so that the latter 
refers to fiscal year 2019, which is not affected by the global financial effects of Covid-19 
pandemic. Companies’ market and accounting data were collected from DataStream. FP have 
been analysed by considering alternatively two accounting-based measures, namely ROA and 
ROS, and one market-based measure, i.e., Tobin's Q, calculated as the ratio of the sum of market 
 
 
capitalization and total assets minus the book value of shareholders' equity over total assets. In 
line with prior research, we considered into the analysis the following control variables: size, as 
measured by logged assets and annual sales revenues, total debt to total assets ratio (leverage), 
as a proxy for financial risk (Mcwilliams and Siegel, 2001), and beta, as a measure for stock’s 
systematic risk.  
Data analysis 
To test the impact of internal and external CSR actions on firm’s FP, the following ordinary least 
squares (OLS) regression models were carried out: 
ROA = β0 + β1WORKscore + β2COMscore + β3ln_assets + β4ln_revenues + β5LEV + β6BETA + ε 
ROS = β0 + β1WORKscore + β2COMscore + β3ln_assets + β4ln_revenues + β5LEV + β6BETA + ε 
TOBINQ = β0 + β1WORKscore + β2COMscore + β3ln_assets + β4ln_revenues + β5LEV + β6BETA + ε 
Results  
Descriptive analysis 
Descriptive statistics of the selected variables are illustrated in Table 1. The mean of 
WORKscore and COMscore sets, respectively, at 61.04 and 51.36. While standard deviation 
(SD) for the first one is equal to 31.77, for the latter is considerably lower (16.92). Whereas for 
both dimensions the minimum values are around 0.00, indicating that some companies do not 
adopt policies concerning neither the workforce nor the philanthropic dimension, the maximum 
value for the WORKscore (99.70) is substantially higher than the COMscore (58.96). For what 
concern FP measures, the mean ROA is 7.63 per cent (SD of 7.08 per cent), mean ROS is 16.84 
per cent (SD of 15.71 per cent), and the average value of Tobin’s q is 2.81 (SD of 2.17). To 
check for multicollinearity among variables, the variance inflation factor (VIF) was used. 
Correlation results show VIF slightly greater than 1.00, with the exception of ln_revenues and 
ln_assets (VIF, respectively, equal to 5.653 and 6.319), which lie, however, below the critical 
threshold (10.00) for a high multicollinearity (Kutner, Nachtsheim and Neter, 2004). 
 
Mean SD Min Max 
WORKscore 61.036 31.767 0.64 99.70 
COMscore 51.357 16.915 0.00 58.96 
ROA 7.631 7.075 -19.29 22.55 
ROS 16.838 15.708 -1.01 97.15 
TOBINQ 2.807 2.173 0.29 10.18 
ln_assets 22.947 2.063 19.10 27.83 
 
 
ln_revenues 22.474 2.143 18.57 27.75 
leverage 27.634 21.421 0.00 107.27 
beta 0.952 0.448 0.25 2.48 
Table 1. Descriptive statistics 
Regression analysis 
Findings of the regression analysis are illustrated in Table 2 (p-values in parentheses: *p<0.1; 
**p<0.05; ***p<0.01). The regression provides strong results for the positive and significant 
impact of WORKscore on FP, for all measures of performance. More specifically, it is shown 
that an increase of one unit of the workforce score leads to an increase in Tobin’s Q of 0.409 
(p<0.05), in ROA of 0.534; (p<0.01), and in ROS of 0.272 (p<0.05). Consequently, Hp1 is 
supported.  
By contrast, the COMscore is negatively associated with FP, for all FP’s measures considered: 
Tobin’s Q (b= -0.475; p<0.05), ROA (b= -0.426; p<0.05), and ROS (b= -0.245; p<0.1). Thus, 
Hp2 is not supported by empirical results.  
For what concern variables controlled for in the study, the model shows that revenues from goods 
& services are positively associated with firm’s market value (b=0.951; p<0.01), so that an 
increase of 1% of revenues results in Tobin’s Q increasing of 0.00951, while a negative 
association with return on sales is observable (b= -1.632; p<0.01). By contrast, total assets are 
shown to negatively impact market performance (b= -0.808; p<0.05), but to be positively related 
with ROS (b= 1.573; p<0.01). The level of leverage has a significant negative effect on both 
ROA (b= -0.329; p<0.05) and ROS (b= -0.186; p<0.1). 
 
TOBINQ ROA ROS 
WORKscore 0.409** (0.021) 0.534*** (0.002) 0.272** (0.024) 
COMscore -0.475** (0.020) -0.426** (0.026) -0.245* (0.074) 
ln_revenues 0.951*** (0.010) 0.300 (0.369) -1.632*** (0.000) 
ln_assets -0.808** (0.020) -0.318 (0.315) 1.573*** (0.000) 
LEV 0.048 (0.755) -0.329** (0.028) -0.186* (0.082) 
BETA 0.181 (0.237) 0.091 (0.526) -0.025 (0.808) 
Observation 42 42 42 
R2 0.320 0.398 0.684 





Luxury companies have been facing great challenges in relation to the integration of CSR issues 
into their business activity. To investigate the impact of CSR actions on luxury firms’ FP is 
critical since prior studies have emphasised the existence of potential pitfalls stemming from the 
engagement of luxury firms in CSR practices. To gain a deeper understanding of how CSR 
commitment can be associated with FP, we designed this study to discover whether internal and 
external CSR actions positively impact luxury firms’ FP. In this respect, some previous studies 
have supported that the firm's focus on actions turned toward CSR's philanthropic dimensions 
can increase consumers' willingness to buy due to their signalling-orientation in line with the 
luxury concept (Amatulli et al., 2018), whereas, others have suggested that luxury companies' 
internal CSR engagement, especially consisting of policies oriented to the well-being of 
employees, is able to lower consumers' extrinsic CSR attributions and subsequently increase 
loyalty intentions (Sipilä et al., 2021).  
In this paper, we found that employee-related CSR actions positively impact the firm’s FP. Thus, 
we support that the active engagement of luxury companies in policies addressed to the well-
being, equal treatment and inclusion of employees is beneficial both in terms of operational 
efficiency and capital markets’ evaluations. The pursuit of internal CSR issues, which can be 
associated with normative commitment (Weaver, Trevino and Cochran, 1999) due to its lower 
external visibility (Tang, Hull and Rothenberg, 2012), is essential ‘for the integration of 
responsible corporate processes into organizations’ everyday activities’ (Weaver, Trevino and 
Cochran, 1999, p. 550). Thus, findings stand in line with the expected beneficial effects deriving 
from the adoption of an integrated approach to CSR (Mosca and Civera, 2017), where 
stakeholders’ interests are advanced and embedded into the underlying business structures 
(Fiandrino, Busso and Vrontis, 2019).  
By contrast, our empirical results show a negative association between philanthropic actions and 
firm’s FP. Prior research has argued that philanthropy initiatives can be as well strategically 
integrated into the companies’ core business (Porter and Kramer, 2002). However, over the past 
years, luxury companies have been under the spotlight due to their unethical practices and, only 
more recently, have entered a path toward ethic luxury. Thus, we propose that highly visible 
initiatives and patterns of communication that involve the undertaking of ceremonies to gain 
legitimacy, may be interpreted by customers and investors as ‘greenwashing behaviour’ – which 
means that companies’ engagement in CSR activities is aimed to promote an impression of 
legitimate CSR values (Mahoney et al., 2013) – or as response to external pressure after the 
 
 
occurrence of a negative event (Frooman, 1999). Furthermore, CSR activities driven primarily 
by external pressures are likely to lead to less integrated CSR and be easily decoupled from the 
firm’s day-to-day practices (Basu and Palazzo, 2008), thus not allowing to reap the benefit of an 
integrated approach to CSR (Freeman et al., 2010). Additionally, many external stakeholders 
lack insight into the real actions of firms, so that they are not able to verify the symbolic or 
substantive nature of firm’s CSR actions (Schons and Steinmeier, 2016). In this vein, 
philanthropy can be easily associated with symbolic actions and negatively impact firm’s FP 
(Walker and Wan, 2012).  
Implications  
Our study provides a contribution to the CSR research in several respects. First, it expands the 
CSR literature which, for the most part, has focused on non-luxury contexts (Janssen et al., 
2014), thus exploring the impact of CSR engagement on firm’s FP in a peculiar, still under-
investigated and less environmentally sensitive business. Importantly, our study provides some 
new insights into the ongoing debate on luxury brand management and responsible practice by 
carrying out a quantitative analysis, still missing in prior research, to gain a better understanding 
of the impact of CSR engagement on firm’s performance. By highlighting the different impact 
of two social activities (i.e., employee- and community-focused) on luxury firm’s FP, we 
additionally enrich prior research that focused on the link between CSR practices and firm’s 
performance by suggesting that the use of a comprehensive CSR score or the widely adopted 
distinction between the ESG dimensions, as the dependent variable of interest, may fail to take 
into consideration the outcome of different CSR actions put in place to gain organizational 
legitimacy and competitive advantage. In this context, the luxury business serves as an insightful 
setting of analysis since the beneficial effects of engaging in CSR practices by luxury firms have 
been subject of debate (Torelli, Monga and Kaikati, 2012; Davies, Lee and Ahonkhai, 2012; 
Kapferer and Michaut-Denizeau, 2014; Janssen, Vanhamme and Leblanc, 2017). However, 
future work could explore more in depth the issue by using a more refined measurement scale 
of internal and external CSR dimensions. Furthermore, given the limitations of the sample used 
in this study, we suggest the expansion of the dataset to comprise both luxury and non-luxury 
companies in order to allow comparisons on the impact of such CSR actions among companies 
with different degrees of luxuriousness.  
Our results yield implications for managers, enabling them to decide on a CSR strategy that 
significantly enhances firm’s performance. Particularly, the suggested negative effects of CSR 
engagement through donations and charitable initiatives on FP warn mangers about seeking 
 
 
legitimization through more symbolic actions directed toward lower-proximity stakeholders and 
company-external good causes, as they may represent a pitfall leading to reduced market value 
and profitability. In this vein, drawing upon an integrated approach to CSR, we suggest that great 
carefulness should be placed on the strategic posture of philanthropy, i.e., its relatedness with 
the company’s core business. By contrast, the firm’s commitment toward sustainable practices 
involving how they make profits, i.e., how they treat their employees, are suggested as actions 
rewarded with positive financial results. In this regard, we propose that,  not only such actions 
are able to increase attributions of the company’s intrinsic motives for engaging in CSR (Sipilä 
et al., 2021), but also allow the firm to benefit from a more substantive and integrated approach 
to CSR.  
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